Introduction
In February 2002, citizens of New Orleans, Louisiana endorsed with a 63 percent majority a ballot initiative that proposes to raise the minimum wage within the city by one dollar above the federal minimum wage. The proposal would mean that all workers in New Orleans, with the exception of those in job categories that are explicitly exempted from the law, would have to be paid at least $6.15 an hour, 19.4 percent above the current national minimum wage of $5.15. The New Orleans law would also mean that workers within the city would get raises each time the federal minimum increased in order for New Orleans workers to maintain its one dollar increment above the federal minimum. This paper presents the main findings of a longer study we conducted assessing the likely impact of the New Orleans proposal (Pollin, Luce, and Brenner 1999) , and considers some broader methodological issues for assessing the viability of such proposals. The cornerstone of our previous study was an extensive survey we conducted in 1999 of New Orleans businesses as to their employment levels, labor costs, and total operating budgets.
The petition prepared by supporters of the proposal to the New Orleans City Council states that the current federal minimum of $5.15 is "insufficient to provide a living wage under conditions existing in the City of New Orleans." This view about the inadequacies of the current national minimum wage is certainly consistent with the basic fact that the national minimum wage has fallen sharply over the past two decades. At its current rate of $5.15/hour, the national minimum wage was, in 2001 dollars, about 37 percent below its peak in 1968 of $8.14, even though the U.S. economy was roughly 80 percent more productive in 2001 than 1968. More to the point, someone who works full-time for 52 weeks at the $5.15 would earn $10,712 over a year. This figure is 12.2 percent below the 2001 national poverty threshold of $12,207 for a family of two (1 adult, 1 child) and a broad range of researchers consider such official poverty thresholds themselves to be between 25 and 50 percent too low.
1 A family of four living on the earnings of two full-time minimum wage workers would still achieve a living standard only 19 percent above the government's stringent official poverty line. Of course, such families are eligible to receive an earned income tax credit, food stamps, and Medicaid. But the need for such programs to support families 3 which includes full-time workers only emphasizes further the low level to which the national minimum wage has fallen.
The eroding real value of the minimum wage has led to a movement throughout the country for legally mandated "living wage" floors, i.e. minimum wage rates at least high enough to keep workers and their families out of poverty. This movement has been focused primarily at the level of municipalities, but there have also been state-wide initiatives. The first victory of a municipal living wage campaign was in Baltimore in 1994. The ordinance there stipulated that firms that hold service contracts with the city pay a minimum wage that began at $6.10 an hour in 1996 and then rose to $8.20 an hour by 2001.
Broadly similar ordinances have since passed in more than 80 other municipalities, and approximately 70
other campaigns in behalf of such measures are ongoing. These are in addition to the state-wide minimum wage measures that surpass the federal minimum in Alaska, California, Connecticut, Delaware, Hawaii, Maine, Massachusetts, Oregon, Rhode Island, Vermont, and Washington.
The proposal in New Orleans is one expression of this broader living wage movement. In terms of its specifics, it is a hybrid between the municipal and state-wide measures. This is because it would be a municipal ordinance, but, corresponding to the various statewide measures, it would cover all workers within the municipality, not only those employed by city contractors.
The primary intended consequence of the proposal is straightforward: to raise living standards for as many as possible of the more than 40 percent of all households in the New Orleans area that are poor or near-poor. At most, however, the proposal is likely to reach no more than about half of the area's low-income households, since only half of these households include members with jobs.
Among those who do have jobs in New Orleans and were paid below $6.15 at the time of our survey, the average hourly wage is $5.50. This means that the average hourly raise for such workers would be 65 cents, which amounts to an annual increase of about $1,100, given that, on average, lowwage workers in New Orleans are employed approximately 1,700 hours per year. For poor families in New Orleans that include employed workers, a $1,100 annual raise would produce a modest but still significant improvement in their living standard. We have estimated that the pretax family income of 4 such families would increase by roughly 12 percent. After allowing for changes in taxes as well as eligibility for food stamps and the EITC, the net gain for poor families would be between 3 -4.5 percent.
But a crucial premise underlies these calculations as to the likely benefits of the proposal: that workers now employed in low-wage jobs in New Orleans will retain these same jobs after the living wage ordinance is implemented. But contrary to this premise, economists have long recognized that minimum wage mandates and similar labor market interventions can generate negative unintended consequences.
Employment losses for low-wage workers is the unintended consequence that has been most widely recognized and debated in association with minimum wage proposals generally. But in the case of a municipal ordinance such as that proposed for New Orleans, an equally serious potential unintended consequence would be business relocations out of the city to avoid the higher minimum wage requirements.
How significant are these negative unintended consequences of the New Orleans proposal likely to be? As a simple matter of accounting, it is clear that layoffs or business relocations are not the only possible ways New Orleans businesses could respond to an increased municipal minimum wage.
Depending on their cost structures and production processes, firms could also absorb the increased costs through three other means: 1) raising prices; 2) raising productivity; or 3) redistributing income within the firm, either through wage compression or a fall in profit shares. The advantage of these three other adjustment mechanisms, relative to layoffs or relocations, is that, within a reasonable range of small adjustments, firms could implement them more quickly and at a lower cost than either layoffs or relocations. 2 Beyond these various adjustment mechanisms, it is also likely that some New Orleans firms could benefit through an expenditure multiplier when the incomes of low-wage workers and their families rise by 3 -4.5 percent through the ordinance.
Our paper is an effort to establish what are the most likely effects of the New Orleans proposal.
Of course, we cannot say with certainty what any such future outcomes will be. As the long-term debate over minimum wage policies make clear, it is difficult enough to reach definitive conclusions about a policy measure already in place. But such difficulties are greater still in attempting to project the impact 5 of future policies. In the next section of the paper, we report the main results of our survey of New Orleans businesses. In section three, we then draw on these results and other data sources to consider the extent to which firms are likely to absorb these costs through some mix of the five possible responsesprice or productivity increases, redistribution within the firm, layoffs or relocations. In section four, we then consider how large an expenditure multiplier is likely to result through this measure. We do not explore further in this paper either the magnitude of the benefits to workers or the distribution of these benefits across family types. Nevertheless, obtaining a clearer understanding as to how businesses are more likely to respond to the ordinance should itself shed light on whether the proposal's intended or unintended consequences are likely to prevail.
Estimate of Covered Workers and Firms

Mandated Effects.
There were approximately 12,700 business firms in New Orleans in 1999, employing about 293,330 workers during our survey period between January -March 1999. In our survey, we received full responses from 444 firms that, overall, employ 68,751 workers, amounting to 23.4 percent of the entire labor force of New Orleans. We generated estimates for the full city from these survey responses using standard statistical methodologies. Details on our survey methodology, data sources, and calculations are presented in Appendix 1. In Appendix 2, we offer some indicative updated estimates of these cost effects resulting from the fact that the living wage threshold has remained fixed at $6.15 over the three years since we conducted our survey, while inflation and nominal wages have been rising. However, throughout the body of the paper, we present only the results derived from our much more thorough 1999 survey data.
Of the 293,330 workers in the city, we estimate that 77,175 people, amounting to 26.3 percent of the total work force, earn below $6.15 an hour. However, 19,008 were paid below the national minimum of $5.15 at the time of our survey, either through an exemption or noncompliance with the law. We assume these workers would not receive the higher municipal minimum wage. 3 In addition, we estimate that there are 11,117 public sector workers in New Orleans presently earning between $5.15 and $6.14, amounting to nearly 20 percent of the city's workforce within that pay scale. These workers would not be 6 covered by the living wage proposal in its present form, which would obviously limit the scope of the law considerably. The New Orleans proposal would, however, provide coverage for workers who receive part of their income in tips. The current federal minimum wage sets a minimum of $2.13 for people earning at least $30 a month in tips; the New Orleans proposal would raise the minimum for tipped workers to $3.08. Thus, excluding public sector workers while including tipped workers earning below $3.08 among the covered segment of the New Orleans labor market, we arrive at our estimate that a total of 47,050 workers would be covered by the ordinance.
In Table 1 , we present figures as to the number of firms and workers covered as well as our estimates of the labor cost increases that would result from the living wage proposal. As the table shows, of the 47,050 total workers that would be covered by the law, 25,477 (54.1 percent) are full-time workers, 20,341 (43.2 percent) are part-timers, and 1,232 (2.6 percent) are tipped workers earning between $2.13
and $3.08.
TABLE 1 BELONGS HERE
The average wage at present for the workers between $5.15 and $6.14 is $5.50, so the average hourly increase would be 65 cents. On average, these workers are not full time; they work 32.7 hours per week. Assuming these workers are employed 50 weeks a year, that would mean that they will get an annual raise of $1,063. 4 For tipped workers, the average hourly wage is presently $2.39, so the average wage increase would be 69 cents. These workers are employed an average of 23.3 hours per week. If we again assume they are working 50 weeks per year, this would bring their annual wage increase to $804.
Adding these figures together, the total wage increase due to the living wage ordinance would be $49.7
million. In addition, the payroll tax that covered businesses will have to pay is 7.65 percent of this wage increase, or $4.4 million. This brings the total mandated costs for all 12,682 firms to $53.5 million, or Because the ripple-effect raises are non-mandated, any estimate of their size is inherently more speculative than the figures we have calculated for the mandated increases to $6.15. Nevertheless, the basic ripple-effect patterns described in the literature provide guidance for calculating an order of magnitude figure. Our approach to generating this order of magnitude estimate is to construct a sliding scale of wage increases for workers currently earning up to $7.14 an hour, i.e. one dollar over the New Orleans mandated increase. The scale begins with a 50 cent band between the current $5.15 minimum wage and $5.64. On average, those workers earned $5.33 in 1999, so that raising them all to the $6.15
living wage minimum will mean an average raise of 16 percent.
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Based on this 16 percent raise for the lowest-paid wages-only workers, we then assumed a sliding scale of wage increases for workers in three other wage categories. We assume wage increases are 8 percent for workers currently earning between $5.65-$6.14; 4 percent for those earning between $6.15
and $6.64; and finally, 2 percent for those earning between $6.65 and $7.14. As we show in Table 1 , these effects would cover 27,314 workers, a full 58 percent of the 47,050 who receive mandated raises.
We calculate that the total set of ripple effect labor cost increases will be $17.9 million, including 7.65 percent in payroll taxes on $16.6 million in wage increases.
Living Wage Costs Relative to Firms' Total Operating Costs.
As Table 1 shows, adding up mandated and ripple effect costs brings our estimate of total costs to $71.4 million, or, on average, $5,630 for the 12,682 firms. Even more pertinent are the total living wage cost figures relative to the firms' overall operating costs. As we report at the bottom of Table 1 , the direct mandated costs of the living wage ordinance will amount, on average, to 0.7 percent of the covered firms' operating costs. If we add our estimated ripple effect wage increases, this brings the average total costs of the living wage ordinance to 0.9 percent of firms operating costs.
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This overall cost ratio is a crucial first benchmark for evaluating the impact of the ordinance on New Orleans firms. Clearly, however, we need to examine not just an average figure for cost impacts, but the cost effects on different types of firms. We therefore now consider cost ratio figures according to firm size and industry. Table 2 shows our estimates of living wage cost/operating budget ratios by firm size. The clear pattern here is that the largest impact will be on medium-sized firms, i.e. firms with between 50-499 employees. For these firms, the living wage costs will entail a roughly one percent increase in their operating budgets. Smaller firms will be affected to a much lesser extent. For firms employing between 1-24 workers, the living wage bill will amount to 0.5 percent of their operating budget. The ratios are only slightly higher for firms that employ up to 49 workers. With the largest firms, employing more than 500 workers, the ratio falls back to 0.5 percent. A widespread perception exists that changes in minimum 9 wage laws have the greatest impact on the costs of small businesses. Our results in Table 2 show that, at least in New Orleans, this is not the case. 
Distinctions by Size
Distinctions between Industries
Industry Groupings. Table 3 presents data on living wage costs relative to operating budgets based on 2-digit Standard Industrial Classification (SIC) groupings. The table lists the industrial groups according to the living wage cost/operating budget ratio, starting with the industries with the highest ratios. In columns 3 and 4, the table then presents information on the size of the industry within the New Orleans economy. We measure industry size according to two dimensions: its share of total output and total employment. The table reports data only on industries where either total output or employment exceeds one percent of the New Orleans total.
TABLE 3 BELONGS HERE
As the table shows, only the eating and drinking industry-i.e. restaurants, cafes and barswould experience a cost increase greater than two percent of their operating budget, and even here, the cost increase is just above two percent. The hotel industry would be the next most heavily affected, with cost increases at 1.7 percent of operating budgets. These two industries are responsible for about 6 percent of all production in New Orleans and almost 10 percent of all employment. Beyond these, three additional industries--business services, food stores and wholesale trade--would face a cost increase greater than one percent of operating budgets. Together, these three industries account for another 8.2 percent of production and 11.4 percent of employment in New Orleans. Taking account of all the rest of businesses in New Orleans, our results show that industries accounting for 86 percent of production and 79 percent of employment in New Orleans would face cost increases of less than one percent due to the living wage ordinance.
Alternative Adjustment Responses to Increased Labor Costs
As we have said, New Orleans firms will respond to the cost increases imposed by the living wage ordinance through some combination of 1) raising prices; 2) raising productivity; 3) redistribution within the firm; 4) layoffs; or 5) relocations. At least initially, some combination of the price, productivity, and distributional adjustments is likely to be the primary channels through which New
Orleans firms adjust to the ordinance, since they can be accomplished more readily and at lower costs than either laying off workers or relocating. Once we have assessed how significant these adjustment processes are likely to be, we will then be in a better position to evaluate concerns about layoffs or business relocations stemming from the ordinance.
Price Effects
The adjustment process that would be least costly and disruptive for firms would be to simply raise prices to reflect their increased costs. But whether firms can succeed in such a strategy depends on the competitive environment in which they operate and the price elasticity of demand for their products.
As part of their path breaking work on minimum wages, Card and Krueger (1995) concluded through observing a variety of situations that price increases were a primary means through which firms' absorbed their increased costs resulting from a higher minimum wage. Indeed they concluded that the New Jersey fast-food outlets were able to raise their prices by about the same amount as their total costs were increased, which amounted to about 3.4 percent. This conclusion is especially notable for our purposes since the average cost increase/operating budget ratio for the four fast-food restaurants in our New Orleans survey was 3.9 percent-thus corresponding closely to the price mark-ups observed by Card and Krueger for New Jersey.
But these results are based primarily on how increases in either a statewide or national minimum wage will affect fast-food restaurant prices only. How well can these results be generalized to the range of businesses in New Orleans that would be covered by a municipal living wage ordinance? Of course, all firms operating in New Orleans will face the same new minimum wage laws. But firms that compete with other firms in New Orleans will likely be better able to raise their prices, since their competitors will have experienced similar mandatory cost increases. Businesses that compete in markets that extend beyond New Orleans will correspondingly have more difficulty marking up their prices.
In Table 4 , we divide up industries in New Orleans according to whether they compete primarily either with firms outside or inside New Orleans, or whether they face some combination of competitors both inside and outside the city. The central issue in dividing up the industries is whether a major element of what a business sells in product markets is its location within New Orleans proper. 7 We discuss these divisions below, with detailed considerations relating to the hotel industry and food stores.
The data presented for each industry are simply the same living wage/operating budget ratios reported in Table 4 .
TABLE 4 BELONGS HERE
Industries Competing Outside of New Orleans. These firms are going to be placed at a disadvantage relative to their competitors outside New Orleans, since they alone will face an increase in their labor costs. Thus, if everything else remained equal in their industry, New Orleans firms would not be able to pass along their cost increases through raising their prices, without risking a loss of their customer base to their out-of-town competitors. However, the cost increases faced by these industries are negligible, as we see in Table 4 --0.5 percent for manufacturing, 0.1 percent for legal services, and effectively no cost increase in mining. As such, we can assume that these firms will have to make essentially no adjustments in their prices, and should therefore face no competitive disadvantage due to a New Orleans living wage ordinance.
Industries Competing Within New Orleans. For firms competing mainly within New Orleans,
it is likely that the situation will approximate that analyzed by Card and Kreuger and others for the fastfood industry. That is, these firms should be able to raise their prices to reflect their higher costs, since all the firms in the market will face similar cost increases. As shown in Table 4 , we have assigned five industries to this category--the eating and drinking industry, facing a 2.2 percent cost increase; hotels, with a 1.7 percent cost increase; and the personal services, transportation, and construction industries, all of which would experience cost increases below one percent. These figures indicate that the hotel and restaurant industries would need to mark up their prices by about 2 percent to cover their additional costs, while personal service and perhaps transportation firms would seek price increases in the range of one percent. Given that the size of all these price mark-ups are still small, they are not likely to have a substantial impact on the demand for their products, through, for example, New Orleans residents eating in restaurants less frequently or visitors to the city staying with friends in private homes rather than hotels.
Some data on segmentation in the hotel industry in the New Orleans area will be useful in illustrating this point. We draw here on industry data compiled by HRG & Torto Wheaton Research (HRG hereafter; 2002) that distinguishes three distinct submarkets in the New Orleans area. We will compare two of these-the Central City submarket and the Metairie/Airport submarket. The Central City submarket consists of "hotels located in the Central Business District of downtown west of Iberville Street. Also included in this submarket are hotels near the Convention Center and in the Garden District."
The second submarket we will consider is what the HRG study calls the Metairie/Airport submarket, which consists of hotels located west of New Orleans along the Interstate 10 corridor. These hotels are outside of the city proper, and therefore would not be covered by the living wage ordinance.
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The distinctions between these market segments is evident from the figures on average prices and revenues per available room shown in Table 5 . As we see, for the full service market prices on average, were 97.2 percent higher in the Central City hotels and the revenue per available room-that is the total revenues received by the hotel divided by the total number of its available rooms, including both vacant as well as occupied rooms-was 47 percent higher. For the limited service hotels, prices and revenues were both slightly more than 50 percent higher in the Central City submarket.
TABLE 5 BELONGS HERE
It is clear from these figures that hotel customers pay a very high premium for staying in the Central City area relative to the Metairie area. This suggests that the differences between the two markets would not change in any significant way if the Central City hotels raised their prices by 1-2 percent to cover their additional labor costs resulting from the living wage ordinance. Such a cost increase would mean that, for the full-service hotels, those in the Central City would now be about 98 -99 percent rather than 97 percent more expensive than those in Metairie. With the limited service hotels, the differential would rise to 53 -54 percent rather than 52 percent.
In short, this evidence on prices and revenues per available room for New Orleans hotels supports the idea that a price increase for hotel rooms on the order of 1-2 percent for the Central City area should not have a significant influence on the competitiveness of these hotels in the regional hotel market. This in turn suggests that, at least for this one case of the hotel industry in New Orleans, small price increases are one viable means through which firms can adjust to the cost increases resulting from the living wage ordinance.
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Industries Competing Both Inside and Outside New Orleans
Industries in this broad category are very heterogeneous, as, indeed, are many of the firm types within each industry category. For example, business services includes both advertising and building maintenance firms. Wholesale trade includes both durable and non-durable goods. For some of these businesses, such as janitorial firms or fresh-food wholesalers, proximity to their customers is important.
As such, the main competitors for these firms are likely to be within New Orleans. By contrast, neither advertising firms nor wholesalers selling durable goods would likely face only local competitors. Given these differences, it is difficult to generalize as to how industries and firms in this category would react to a city-wide minimum wage increase. Still, of the eight industries listed in this category in Table 4 , only three--business services, food stores, and wholesale trade--have living wage cost/operating budget ratios greater than 0.8 percent. Let us therefore consider these three industries in more detail.
Business Services and Wholesale Trade. The firms in both of these categories, such as nondurable goods or building maintenance, that compete in local markets should be able to mark up their prices without significantly affecting their customer base, as with the other industries operating in the local market. The more difficult problems emerge with the businesses facing competitors outside New
Orleans, such as advertising firms or durable goods distributors. For these firms, much, if not all of the average 1.5 percent cost increase may well be difficult to pass along to customers. For these firms, the other adjustment mechanisms should be especially important.
Food Stores. Food stores in New Orleans, as in other large cities, operate in very different markets, depending on whether they are located in poor or non-poor neighborhoods. In non-poor neighborhoods, the customers of these stores typically have cars, and thus the ability to drive outside the city to avoid paying higher food prices. For stores operating in these markets in New Orleans, these stores may have some difficulty in maintaining their marked-up prices.
However, counteracting this factor is that in most middle-class neighborhoods, price is rarely the sole determining factor around which food shopping decisions are made. Convenience and quality are at least equally important factors in attracting middle-class food shoppers. 10 Heavily discounted food stores already exist on the outskirts of all major metropolitan areas. These discount stores have not driven customers away from the higher quality but more expensive stores. Overall then, stores in these neighborhoods probably will be able to pass on to customers some share of their higher costs. They will then absorb the rest of their higher costs through some combination of the other adjustment mechanisms.
The situation will be different for food stores in poor neighborhoods. This is because customers in poor neighborhoods are not generally able to travel significant distances to find cheaper food prices.
We therefore expect that, everything else equal, food stores in poor neighborhoods will be able to mark up their prices by an amount roughly comparable to the 1.5 percent increase in costs. completely covered a family's food budget, then the increase in food prices would have no effect on the family's standard of living.
But, in fact, food stamps will not cover a family's entire food budget. Probably about 70 percent of eligible families in Louisiana make use of the food stamp program. 12 For those that do utilize the program, coverage varies according to a family's needs. As a rough average figure, food stamps would likely cover 50 percent of a poor family's food budget. If we also accept the official government estimate that spending on food constitutes about one-third of a poor family's overall budget, this implies that a 1.5 percent increase in food prices would mean an increase in the cost of living for poor people of between 0.25 (for those receiving food stamps) and 0.5 percent (those without food stamps).
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How serious this problem would be depends, in turn, on whether the poor family includes a working member. For the roughly 50 percent of poor families in New Orleans that do include a working member, a 0.25 -0.5 percent increase in living costs would be counterbalanced by the roughly 3 -4 percent increase in disposable family income due to the minimum wage increase. Thus, even after allowing for a full mark-up of food prices commensurate with the minimum wage increases, and with no additional support through food stamps, the net effect of the minimum wage raise would still bring roughly a 3 percent average increase in disposable income.
That will not be the case for most of the poor families in which no member is employed; that is, depending on the threshold one chooses, between about 50-60 percent of the poor households in New
Orleans. If they also do not receive food stamps, they will face a 0.25 -0.5 percent increase in their living costs that will not be counterbalanced by an increase in family income. Such families would be hurt by the minimum wage increase, though only by a small amount, if nothing else were to change in their lives.
Productivity
New Orleans firms would likely experience at least modest increases in productivity through efficiency wage effects-i.e. increased worker effort, lower turnover and absenteeism, and, following these, lower costs of recruitment, training and supervision. The citywide minimum wage pay raise should encourage these effects through two channels. Both the absolute pay raise itself, and the increase in pay relative to uncovered workers employed outside the city limits, should encourage increased job commitment.
This is likely to be especially important for the hotel and restaurant industries, which, as we have seen, would experience the highest relative cost increases through the New Orleans proposal. Research measuring turnover rates and the costs of turnover is limited. But the evidence available does strongly suggest that turnover rates are generally quite high in both industries, albeit with wide variations between firms. Our own employer survey of hotels and restaurants in Santa Monica, California found that average turnover rates for both hotels and restaurants were in the range of 50 percent per year. Average costs of replacing workers ranged between about $500 -$700. Previous industry studies are broadly consistent with our finding that turnover costs are significant (e.g. Fernsten and Croffoot 1986, Worcester 1999 ). This is not to suggest that the efficiency wage gains are likely to match the covered firms' increased costs. However, given that, for most firms, these cost increases relative to total operating budgets themselves will be small suggests that the efficiency wage gains could absorb some significant fraction of the cost increase.
Redistribution
As we have mentioned, minimum wage increases could induce two types of downward redistribution: wage compression between lower and higher paid workers, and a reduction in the profit share. We have already built into our overall estimates a considerable degree of wage compression through assuming a weak ripple effect. Any decline in the profit share will of course be resisted by business owners. But the extent of their resistance will be tempered by firms' capacity for productivity growth, since productivity growth allows for a rising absolute level of profit even when the profit share is declining.
Consider, for example, the situation for the average firm in New Orleans, for which the living wage cost increase/operating budget ratio is roughly one percent. It is reasonable to assume that the average firm is also likely to improve its productivity each year by at least one percent, without even taking into account possible efficiency-wage induced productivity gains. In this situation, the one percent productivity gain would mean that low-wage workers could get their raise, and all other operating costs could be covered equally, without anyone else at the firm experiencing a cut in the real level of their wages or profits. Of course, the benefits from the year's worth of productivity growth would accrue entirely to the low-wage workers. But by the same token, all gains from productivity growth in subsequent years could revert back to higher paid workers and owners while low-wage workers would still be earning the higher mandated minimum rate.
In fact, some variation on this scenario does appear to actually happen, as research shows that, in the initial period after a higher minimum wage is implemented, wage gaps do tend to return to their previous level (this research is summarized in Spriggs and Klein 1994) . Overall then, because the average increase in firms' operating costs due to the New Orleans living wage ordinance would be only one percent, it is not hard to envision scenarios in which a redistribution of the firms' income could realistically cover a significant share of the wage gains for low-wage workers.
Employment Effects
The proposed increase in the New Orleans minimum wage relative to the national minimum, at would expect the impact of the New Orleans increase to be significantly less than that observed by those studying New Jersey. This is because both of these studies examined fast-food restaurants only. For the fast-food industry in New Orleans, our survey results suggest that the living wage cost increase/operating budget ratio is just below 4 percent-i.e. about four times higher than the average ratio for all New Orleans firms.
The other possible effect on employment policies would be through labor substitution-i.e. firms replacing their existing minimum wage employees with workers having better credentials, which could occur even in the absence of any net job losses. Because the jobs in New Orleans would pay higher than comparable positions outside the city limits, openings for the covered New Orleans jobs would likely attract workers with somewhat better credentials, on average, than those in the existing labor pool. In order to roughly gauge how extensive such labor substitution is likely to be, we first consider in Table 6 the differences in personal characteristics for two groups of wage workers-those earning between $5.15 -$5.64 and $6.15 -$6.64 in 1999. Our sample is drawn from a pooled sample of five southern states in the Current Population Survey, since both the New Orleans and Louisiana samples are themselves too small to provide reliable results.
It is important to emphasize that these figures are useful only in establishing an extreme outer limit as to the likely degree of labor substitution. This is because, in considering these figures, we are effectively asking whether, if covered New Orleans firms were newly hiring their entire low-wage work force, and if they were advertising their job openings at a wage rate in the range of $6.15 rather than $5.15, how would the profile change of the newly hired workers? Having thus defined the outer limit of labor substitution effects through these figures, the next step here is to recognize why any actual labor substitution effects are likely to be far more modest. This is first of all because, in reality, businesses are unlikely to newly hire their entire workforce after a higher municipal minimum wage were enacted, nor would they want to do so. Rather, as we have discussed, workers earning the higher minimum will be less inclined to leave their jobs, and their work effort should correspondingly rise. By the same token, businesses are not likely to terminate their existing workers, even if they have relatively poor formal credentials, as long as their performance is satisfactory. This is especially true since, for virtually all jobs covered in the minimum wage range, the qualities that would distinguish one worker from another will not be based primarily on formal qualifications. More effective workers are rather those that simply exert more effort, and this employers can discern only through observation.
Another reason the Table 6 figures represent an outer limit measure of the substitution effect is that the minimum $5.15 category includes a relatively high proportion of teenagers who do not have high school diplomas simply because they are still in high school. If $6.15 became the new minimum wage for New Orleans, then the proportion of high school students would rise in this new minimum category, thereby also increasing the total share of those in this category with less than a high school diploma.
Recognizing these various factors, we would still expect some substitution to occur, both by educational credentials and age, though, again, the magnitude of such substitutions is likely to be modest.
Business Relocations
As we have seen, the cost increase due to the living wage ordinance for the average firm in New
Orleans would be 0.9 percent of its operating budgets. It is reasonable to assume that for firms whose cost increase ratio is around this average or lower, the incentive to relocate would be weak. But even for many firms whose operating budget increases are somewhat larger, it would still not follow that relocation is a viable option. For example, as we have seen, restaurants and hotels are the two business types that would face the highest proportional cost increases, at 2.2 and 1.7 percent respectively of their operating budgets. But the customer base for these businesses is location specific. This is why, for such 20 firms, some combination of price mark-ups, productivity increases, or income share redistributions are far more efficient adjustment mechanisms than relocation.
Which firm types might have a stronger incentive to relocate? They would have two basic characteristics: their customer base is not specifically tied to New Orleans; and they would face a significant increase in their operating costs through a rise in the city's minimum wage. To help identify how many such firms are in New Orleans, in Table 7 , we provide a distribution of all 12,682 private sector firms according to their living wage cost/operating budget ratios. As we see, 26.5 percent of firms employ no low-wage workers. Another 71.8 percent, which do employ low-wage workers, average a cost increase of 0.7 percent of their operating budget. That leaves 209 firms, 1.7 percent of the total, which would have increased cost ratios of over five percent, the average cost increase ratio for these firms being 6.6 percent. Let us allow that all the firms with cost ratios of five percent or above would at least seriously consider relocating to avoid the increased living wage costs. But whether such a move would be viable for any given firm would depend on the nature of its business. As we see in the lower panel of Table 7 , these 209 firms are distributed fairly evenly across four industry categories, these being "other services,"
as well as wholesale trade, business services and retail trade other than restaurants and hotels.
TABLE 7 BELONGS HERE
Of these, it should be most feasible for the wholesale trading firms to relocate, since their business is not tied to a specific location. At the same time, if proximity to customers is important to these firms, moving could then threaten their customer base. Moving would also add to their transportation costs. Retail businesses could move, but may then risk losing customers whose purchasing habits are at least partially tied to convenience. Some business service firms, such as advertising agencies, could move without losing customers. But those with a high concentration of low-wage workers, such as security guard companies, would have to pay the living wage to workers whose jobs were located within New Orleans, regardless of where the firm's offices were located. In such cases, firms cannot avoid paying the higher New Orleans minimum wage by relocating. Finally, "other services" obviously encompasses a broad spectrum of firms, including those engaged in services like 21 repair shops, movie theaters, and parking lots. Here as well, some firms may be mobile, while others are not.
As an exercise, let us allow that 100 of the 209 firms whose living wage cost/operating budget ratios are five percent or above did actually relocate out of New Orleans. What would be the impact on the city and state's economy if these firms did depart?
First, we are assuming that these firms would leave New Orleans strictly to avoid paying the higher minimum wage. As such, we would expect that these firms would move just outside the city limits, so as to retain, if from a different specific location within the metropolitan area, their New Orleansbased operations and customer base. One crucial implication of this point is that no net employment losses would occur due to these firms' relocation. Workers would be able to retain their jobs without moving, which in turn would mean no change in the city's housing market.
The primary loss to the New Orleans economy would therefore be the loss of the city's authority to tax these firms. This authority basically amounts to a five percent sales and use tax. But because we are assuming that firms would move just outside the city limits, the State of Louisiana would not lose its four percent sales/use tax revenue. According to our rough estimates, the total loss of tax revenue to the City would be about $2 million if the 100 firms did relocate. 14 This is a large absolute cost, and it may somewhat underestimate the total costs to the city of relocation, since we have not attempted to incorporate any calculation as to how the departure of 100 firms might also affect the business prospects of their neighboring firms. At the same time, to put this figure in perspective, it is equal to 0.4 percent of the city's $499.1 million approved budget for 1999.
Benefits to Business: Multiplier Effects
The living wage ordinance in New Orleans will not only produce costs to businesses. It will also produce benefits via multiplier effects, as low-income households spend their additional 3 -4.5 percent of disposable income. At the same time, this multiplier effect is not equivalent to one induced by the federal government implementing expansionary macroeconomic policies, in which the injection of additional purchasing power results from increased federal borrowing or a fall in interest rates. For this case and 22 similar measures, the increase in purchasing power for low-income households comes via a redistribution of income-primarily away from consumers in the city, when they pay slightly higher prices for some of their purchases, but also away from business owners and more highly-paid employees, who would receive a somewhat smaller share of the overall income flowing to business firms to accommodate the living wage increases.
As such, the multiplier effects for the New Orleans measure would result primarily through changes in spending patterns within the city, even while spending overall in the city will not significantly change. In particular, retail firms that operate in lower-income neighborhoods in New Orleans should enjoy an increase in their business. Correspondingly, retail firms in the more affluent neighborhoods might experience a slight decrease in the growth of spending. 15 But precisely because so much more money is spent in the affluent neighborhoods, this slight decline in the growth of spending will not be noticed.
How significant will be the spending increase in the lower-income neighborhoods? We provide details on our estimation method in Appendix 3. Our major results are as follows.
Working from the overall figure for workers who would get either mandated or ripple effect raises through the proposed ordinance, we have estimated the number of these workers who live in the lower income neighborhoods in New Orleans. 16 These neighborhoods are in the Uptown, Midtown, and eastern Downtown sections of the city. They include, among others, the Central City/Magnolia area, and the St. Thomas, Iberville and Fischer projects. Overall, the population in these neighborhoods comprise 33.6 percent of the total population of New Orleans.
According to our estimates, about 40 percent of the workers getting living-wage increases live in these neighborhoods. Overall, they would bring about $20 million in extra disposable income into their neighborhoods. 17 Of course, they wouldn't spend all $20 million in the neighborhoods in which they live.
According to our estimates, the amount they would spend would bring about an additional 2.7 percent in sales, on average, to the retail businesses in these neighborhoods.
Such a boost in sales for neighborhood retail businesses is a small but still significant benefit. It is an amount larger than the average growth rate of national Gross Domestic Product or Louisiana's Gross
State Product between 1990 -1999. That means that, with a 2.7 percent increase in sales, the retail businesses in low income neighborhoods would effectively jump more than one year ahead of a normal pace of sales growth. We would finally note that this benefit to the retail stores might also reduce the pressure these businesses face to raise product prices commensurate with their living wage costs. This effect, in turn, could serve to diminish the small welfare losses to poor families which do not include employed workers that we identified earlier-i.e. the fact that these families will have to purchase food at slightly higher prices while not being able to offset these higher prices with the living wage increase.
Conclusion
Our results suggest that the New Orleans firms should be able to absorb most, if not all, the increased costs of the proposed living wage ordinance through some combination of price and productivity increases or redistribution within the firm. This result flows most basically from the main finding of our survey research: that living wage cost increases will amount to about 0.9 percent of operating budgets for average firms in New Orleans, and no more than 2.2 percent of operating budgets for the city's restaurant industry, which is the industry with the highest average cost increase. This then also suggests that the incentive for covered firms to lay off low-wage employees or relocate outside the New Orleans city limits should be correspondingly weak. It is likely, however, that some displacement of the least well-credentialed workers will occur as a result of the ordinance, though again, this effect should also be relatively modest. Similarly, a relatively small number of New Orleans firms will likely relocate, generating a loss of municipal tax revenues on the order of 0.5 percent of the City's budget. Generally though, the process through which New Orleans firms adjust to the living wage ordinance is likely to be relatively mild, as the overall $71 million burden in increased wages and payroll taxes will be broadly diffused among the city's 12,700 firms as well as the city government.
Appendix 1. Sampling Procedures and Cost Estimating Techniques Description of sampling procedures
A sampling frame was constructed from the Yellow Pages USA Deluxe, 1999 Edition -a directory of businesses available on CD-ROM, available from InfoUSA. The frame was checked against a business directory from the New Orleans Chamber of Commerce. The final frame has 14,095 records.
In the first stage, 21 firms were selected for the pre-test. Firms were stratified by size, according to 5 employment categories available on the CD-ROM: 1 to 99 employees, 100 to 249 employees, 250 to 499 employees, 500 ore more employees, and employee size not available. For the pre-test, 5 firms were selected randomly from the 1 to 99 employees category, and 4 firms were selected randomly from each of the other categories.
For the phone survey, 1800 firms were selected according to the following method. Firms not selected for the pre-sample were stratified by industry and employment category. The number of firms in each category can be seen in Table A1 . A sample was then drawn, oversampling large firms and firms in industries with large numbers of low-wage workers (based on the Current Population Survey Outgoing Rotation Group file). Those industries that were oversampled are in the retail sector (SICs 52-59), and in services (especially SICs 70, 72, 84 and 88). The number of firms selected in each category can be seen in Table A2 . As the table shows, while, formally speaking, we did oversample large firms, that still meant that 1,514 of the 1,800 firms in the sample-i.e. 84 percent of the total number of firms in the sample-had fewer than 100 employees. 
First-stage pre-screening calls
We then screened all of the 1800 firms in December 1998 and January 1999. Each firm was contacted by phone to confirm that the phone number was correct and that the business was located in the city of New Orleans, and to obtain the name of a contact person to whom we could send the questionnaire. 679 firms were eliminated from the sample through the pre-screening process, leaving a total of 1123 "good numbers." The majority of numbers that were discarded were firms that could not be reached after five or more calls, at different days of the week and times of the day. Table A3 provides the other results of the pre-screening calls. 
Mailing questionnaire
After firms were pre-screened, questionnaires were mailed to the firm contact person, along with a letter describing the project. Phone callers then called the contact person a few days after the letter was received, and attempted to complete the survey with the respondent over the phone or set up an appointment for a time to call back. Respondents were reminded that the data provided would remain confidential, and that participation in the survey was voluntary.
Phone calls were made from January through the first week of March, 1999 . At the end of the period, another 46 firms were discarded for reasons such as being duplicates that were not caught the first time, or the firm having gone out of business since the initial screening. 451 surveys were completed, with 444 of those providing complete employment data. Table A4 provides the full results of the phone calling stage. Thus, the completion rate is 40.1 percent. Table A5 provides these numbers. 
Weighting
Once the data were collected, firm weights were constructed in order to adjust the results for probability of selection and response rate. The final base weight used in most calculations was calculated by strata as: WEIGHT = [ 1 / (PS * PN ) ] * RR where: PS = probability of being selected into the first sample (n = 1800) PN = probability of being named a "good number" out of the pre-screening and phone calling (n = 1077) RR = number of firms for which surveys were completed
Calculations for Cost Tables
Data sources used
Cost calculations were based on the 1999 PERI survey and the Current Population Survey Outgoing Rotation Group (CPS-ORG) files. Because the sample size of wage-earners in New Orleans is not large enough to provide reliable industry and occupation level data, we aggregated the CPS-ORG data for all southern metropolitan statistical areas that had average hourly wages within one dollar above or below the average hourly wage in New Orleans.
Calculations
Number of workers affected.
The number of full-time and part-time workers receiving between $5.15 and $6.14 per hour was taken from the PERI survey. The number of tipped workers covered by the ordinance was calculated from the CPS-ORG data for southern cities. We took the percentage of workers who earn between $2.13 per hour (the current minimum wage for tipped workers) and $3.08 per hour (the new minimum wage for tipped workers), who have occupational category codes between 433 and 444, to determine the number of workers in this wage category who would receive a wage increase. As the tables below show, almost 60 percent of workers in the $2. 13-$3.08 The cost of the wage increase was calculated using the PERI survey and the CPS ORG data. CPS ORG data was used to calculate the average hourly wage in each wage category, which was used to determine the average hourly raise each worker would receive. CPS-ORG data was also used to calculate the average hours worked per week for affected wage categories.
Ripple effects.
Ripple effects were calculated by dividing the affected workers into the wage categories described in Section 2 of the main text, using the CPS-ORG file to obtain the distribution of low-wage workers. Wage increases were assigned according to the general findings of ripple effect research, which assume that workers in successive wage categories receiving a declining percentage raise.
Ripple effects were calculated for tipped workers in the same way, using the same assumptions listed above: only those workers in tipped occupations were considered eligible for ripple effect increases. Only 16.3 percent of workers in the $3.09 to $5.14 category are in these occupations, as shown below. Because it would not be practical to re-survey New Orleans business firms, we have relied on a combination of data from publicly available sources -primarily the Bureau of Labor Statistic's Current Population Survey -and our original survey to assess changes in the New Orleans labor market over the past three years. We use this combination of data to re-estimate the overall cost effects of the living wage ordinance.
We report the main results of our re-estimation in Table A6 . Column 2 of Table A6 repeats the main findings presented in the body of this paper. Column 3 then shows our current estimates of the same data categories.
We find that two key changes took place in the New Orleans labor market over the period we are considering. The first is that the total number of workers that would be covered by the living wage initiative has fallen, from 47,050 to 29,924 workers. The second is that the average hourly wage for those workers still earning below $6.15 has risen. In July 1999, we estimated that figure at $5.50/hour. We now estimate the figure at $5.56.
Our new estimates incorporate the effects of these two changes. We also build in assumptions about other factors affecting our cost estimates. Most significantly, we assume that the indirect ripple effect wage effects will change in a proportionate way relative to the direct wage increases. Based on our 1999 business survey, we were able to derive a figure of $7.93 billion for aggregate operating costs for all the firms that would be covered by the ordinance. We then assume that this aggregate operating cost figure remains constant to the present.
We see the effects of these factors in the bottom Row 24 of the table. In the body of this paper, we report that, for the average firm, the total cost increases of the living wage proposal would amount to 0.9 percent of such a firm's total operating budget. Our current estimate is that the total cost for the average firm will fall to 0.5 percent. This amounts to a 44 percent decline in the costs of the ordinance for the average New Orleans firm.
Because we are not working with new survey data in generating the current figures, we have not attempted to formally estimate how this cost decline for the average firm would apply to firms with varying cost structures, whether due to size, industry or other factors. But the finding we report here for the average New Orleans firm is likely to apply broadly as well. That is, holding everything else equal, the cost to most New Orleans firms of the living wage ordinance would be significantly less in 2002 that it would have been in 1999. 
Appendix 3: Calculation of Neighborhood Multiplier Effects
This appendix details the method used to estimate the effect of raising the city-wide minimum wage on low and moderate income neighborhoods. Our analysis is based on two data sources, the detailed census tract information available in the Summary Tape File 3A (STF3A) of the Census Bureau, and the 5 percent sample of the Public Use Microdata Series. Both datasets are based on information collected during the 1990 decennial census. While more recent economic and demographic information at the census tract level would be preferable, the STF3A data are the most recent available. Thus, these calculations will not reflect demographic shifts that have taken place within the city since 1990, and should be taken as only an approximation of the present day effects on neighborhoods within the city.
Calculating the multiplier effect the calculation can usefully be divided into three parts: the determination of the number of affected workers in low and moderate income neighborhoods, the calculation of the total annual wage increase for each worker in the affected neighborhoods, and the calculation of this wage increase relative to total expenditures in neighborhood places of business. We drew on our estimates of net income increases for directly covered workers and those receiving ripple effects raises to estimate the size of wage increases. We describe below how we calculated the number of affected workers in the low and moderate income neighborhoods and the calculation of these households' income increases relative to total expenditures in these neighborhoods.
Determining the Number of Affected Workers Living in New Orleans
The first step in determining the effect of a wage increase on low and moderate income neighborhoods is identifying the number of workers who would be covered by the mandated wage increase residing in those neighborhoods, as well as those who would likely receive raises due to ripple effects. For analysis purposes, we will consider any neighborhood with an average household income less than $20,000 in 1990 as low to moderate income. In 1990 69 census tracts fell into that category. The STF3A from the Census Bureau provides information on population, workforce and other economic and demographic information at the census tract level. This allows us to determine for each census tract first what the absolute number of workers living in that tract was in 1990, second the number of workers who actually worked in the city limits, and third the mean household income of the households comprising the census tract.
Taking this information, combined with the calculation of the percentage of directly and indirectly affected workers who live and work in the city, as well as those who live and work in the city and come from households with less than $20,000 in total income, we can effectively determine the total number of affected workers who reside in low or moderate income neighborhoods, as well as these workers as a proportion of all workers from low and moderate income neighborhoods. We use the PUMS to arrive at these proportions. As will be discussed further in the next section, we divided all affected workers into eight wage categories, and apportioned the total number of workers in each category to each of the 69 census tracts. To do this we first took the number of workers who work in New Orleans from the low and moderate income census tracts as a proportion of the total number of workers working in New Orleans from all census tracts. We then took the number of affected workers in each wage category as proportion of all affected workers. Applying these proportions in tandem to the total number of affected workers, we then arrive at an estimate for the number of affected workers in each wage category from each census tract.
Wage Increase Relative to Total Expenditures in Neighborhood Businesses
To complete our analysis, we want to compare the total amount of the wage increase with the level of economic activity observed by local businesses. While neither the PUMS nor the STF3A files contain any information on business activity in the low and moderate income communities of New Orleans, we conclude that an appropriate sense of the impact can be gathered by comparing the total wage increase to the total household income in the low and moderate income communities. This assumes that the bulk of sales in neighborhood businesses come from local residents, and that the spatial expenditure patterns of households will be roughly the same for new income as it is for existing income. In addition, it is important to compare the net wage increase to the amount of money households had available for retail expenditure prior to the wage increase. This implies that essential 
